
I. INTRODUCTION 

A. BACKGROUND 

Issues of "Cattle Fattening and Slaughter Houses Business" have become 

increasingly important in Indonesia over the last decade. There are two main 

reasons for this. First, Indonesia with 195,28 million people (the fourth largest in 

the world, 1995), is a very potential and big market for cattle products. In the year 

2000, Indonesian people will become 201,60 million. Per capita income also 

increases quickly. Between 1990 and 1995, the per capita income increased from 

USD 598 to USD 920. It is projected that in the year 2000 and 2008, the per capita 

income will be USD 1413.12 and USD 1862.74 respectivelyi. This per capita 

income increase will eventually drive beef consumption. Second, Indonesia has 

potential resources for developing cattle business such as a large pool of work force, 

green vegetation and the availability of water, agricultural solid wastes and feed 

concentrates. 

Unfortunately, Indonesia is now. a net importer of live cattle and cattle 

products. National consumption for beef continually increases over the year. 

Meanwhile, the national beef production increase can not meet domestic 

consumption. During 1988-1994 the rate of growth of domestic beef production 

was 3.3 percent. In contrast, the rate of growth of beef consumption for the same 

period was 6.9 percent2. To meet the increasing national demand, Indonesia has 

imported live cattle namely: cattle breed and feeder steers and cattle products such 

as bovine and even bovine liver (Table 1). 

The slaughter houses, the next phase in the cattle fattening production chain, 

seem not to have the right condition and composition. In 1994, there were 738 

slaughter houses in total, namely type A (> 100 heads per day) 4, type B 

(> 100-50 heads per day) 13, and type C D  (5-1 0 heads per day) with 721 slaughter 

houses (Directorate General of Livestock, 1995). 
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Table 1. Value of Import of Live& Cattle and Cattle Product for 1990- 
1994 
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Source: Direcforafe General of LivestockServices (1995) 

A set of policies have been implemented by the Government of Indonesia on 

livestock, feedgrain production and trade, because the livestock sector plays an 

important role in the national economy. The livestock sector contributed in average 

10.67 percent to agricultural GDP per year during 1992-1995, translated into a 

share of 1.84 percent of ~at ional  GDP at the same period (Table 2). 

Table 2. Share of Livestock GDP to Agricultural and NationalGDP 
for 1992-1995 at 1993 Price 

In view of it's contribution to GDP, it is not surprising why the government 

has been trying to boost the production of the livestock subsector. Approved new 

investment in the livestock subsector has increased during 1990-1994 (Table 3). 

These policies were meant to give incentives to producers and to protect 

consumers from international price fluctuations. Hence, the livestock product 

market is one of the most heavily controlled by the government. This may be partly 

due to the classification of the livestock products as, basic food. The government 

regulates both international and domestic trades. 
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Table 3. Investment Development in Livestock for 1990-1994 
(million of RP) 

Source: Directorale General ofLivestock Senrices (1995) 

Indonesia is now in a transition toward a deregulated and a more open 

economy. As a result of WTOIAFTAIAPEC commitments, government policy 

interventions in production and marketing should be reduced. Increasing integration 

of the world free trade among countries brought about by free trade agreements and 

advances in communications technology will mean freer entry of imported 

competing agribusiness products. This development can be viewed as a very good 

opportunity. This change can, however, also be considered as a serious threat to the 

Indonesian livestock industry. 

Several tough questions that are still hotly debated on cattle fattening 

industry are whether the government should maintain it's interferences in case of 

self-sufficiency policies or release beef market structure to market mechanism. 

Those questions have strong implications for players, investor and the government 

itself. Its' implications namely the chance of small-cattle farmers, the risk that may 

be faced by feedlot companies, consumers' loss or advantage and competitive 

position in the area of free trade. The government should set out a clear strategy 

towards free trade era. The increasing of imported beef and feeder cattle is a 

highlight concern about Indonesia's beef industry competitiveness. 

Today, the economic, political and social environments that affect 

agribusinesses are changing faster than ever before. Business success depends, 

therefore, on managers anticipating and coping with changes. To do this, managers 

must firstly identify the characteristics of the environment in which they operate. 

Managers in agribusiness are also required to have sufficient knowledge of the 

market mechanism, i.e. supply and demand of their products. Knowledge of the 
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market mechanism is related to how a firm allocates its resources and anticipates 

consumer demand. 

Further, the taste of consumers of agribusiness products then, has become 

more sophisticated, and factors affecting their demand rapidly change. For the finn, 

this requires a change in the competition paradigm from satisfying needs to 
3 anticipating needs . 

The successful firms are often those that expend time and effort analysing 

the demand for their products. A firm is unlikely to make adequate profits and 

hence remain in business for very long, unless it has a reasonable knowledge of the 

demand conditions. This means that the firms should have a clear basis-other than 

guesswork-for deciding how much to produce, what quantity it can expect to sell 

and at what price (Hanke, 1992). 

The successful firm plans effectively how to allocate its resources, so that it 

can respond positively to any change in the demand for its products. Firms that 

devote sufficient resources to derive the nature of the relationship between factors 

that affected them and their future demand will be in a strong position to gain a 

significant competitive advantage in the market place over rivals who pay less 

attention to demand estimation (Hanke, 1992). 

In order to develop strategic plans and to respond effectively to changes in 

the economic environment, every business organisation needs to have some ideas as 

to magnitudes of its likely future environment and market condition. Therefore, 

research on strategic management issues in agribusiness, especially on cattle 

fattening and slaughter houses business and their market mechanism is considered 

as being a high priority research area. 

B. OBJECTIVES 

The objectives of this study were: 

1. To describe the general structure, performance and relevant government 

regulations relating to cattle fattening and slaughter houses indusfry. 
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2. To analyse Indonesian consumption of beef, its trend and influencing 

factors. 

3. To examine the development of Indonesian supply of beef, players and 

investment. 

4. To conduct environmental assessment including field research to evaluate 

strengths, weaknesses, opportunities and threats on cattle fattening and 

slaughter houses business in ~ndonesia. 

5. To examine strategies and business implications to develop and improve 

cattle fattening and slaughter houses business in Indonesia that may be 

useful for government and business practitioners. 

C. SCOPE OF STUDY 

An important characteristic of agricultural production is a relatively long 

production period, compared for example, to many types of manufacturing. Cattle 

fatteners must breed and fatten cattle for meat production many months before they 

are slaughtered. 

Because of the length of the production period, there is a supply lag between 

the decision to produce and the actual supply coming to the market. There has been 

a long trend for agricultural prices to fall relative to those of manufactured goods 

and agricultural prices have fluctuated considerably from year to year. Income of 

cattle farmers has fluctuated accordingly. 

Therefore, it is not surprising that the agricuitural sector, including cattle 

farming and fattening has experienced intensive government intervention, such as 

price support policies and firm support policies. The government is an important 

component of the environment for an agribusiness firm (Schroeder, 1997). 

Further, agricultural activity in Indonesia is influenced by culture and 

religious issues. Thus research on agribusiness has to consider non-economic 

aspects such as politic, social, culture and religion. This study included Indonesia as 

a whole. Considering time and resource availability, however, this study was limited 

to the business and economic aspects of the cattle fattening and slaughter houses 

industry. 
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